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RETIREMENT INSECURITY: 401(k) CRISIS AT
ENRON

TUESDAY, FEBRUARY 5, 2002

U.S. SENATE,
COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, DC.

The Committee met, pursuant to notice, at 9:40 a.m., in room
SD-342, Dirksen Senate Office Building, Hon. Joseph I. Lieber-
man, Chairman of the Committee, presiding.

Present: Senators Lieberman, Levin, Akaka, Durbin, Cleland,
Carper, Carnahan, Collins, and Voinovich.

OPENING STATEMENT OF CHAIRMAN LIEBERMAN

Chairman LIEBERMAN. Good morning and welcome to today’s
hearing of the Senate Governmental Affairs Committee on “Retire-
ment Insecurity: 401(k) Crisis at Enron.” This is our second hear-
ilng on the lessons learned from the largest bankruptcy in American

istory.

Before I proceed, I do want to acknowledge the presence of and
welcome our colleague from the House, Congresswoman Sheila
Jackson Lee, who obviously represents the city in which the com-
pany is headquartered. I do not know how to give this man a title
except he is a friend and just a great citizen of this country, a lead-
er in so many causes, the Reverend Jesse Jackson. We are honored
to have you here.

Though for most of us, the damage caused by Enron’s collapse
becomes clearer every day, with every additional revelation. For
Enron employees and retirees themselves, the consequences were
crystal clear from the day the company crumbled. They lost their
savings. Their nest eggs evaporated. They lost trust in the system,
in both the personal and fiscal senses of the word “trust.” And
today, millions of other workers around the country who have been
following the sad stories of Enron’s employees have grown anxious
about their own 401(k) accounts and their own retirement security.

So in today’s hearings, we will ask exactly what happened to
Enron employees’ 401(k)’s and what can and should be done to
safeguard similar investment accounts for the more than 42 million
Americans who depend on them for their retirement. That is 42
million Americans with 401(k)’s.

First, let me try to put the Enron 401(k) story into some histor-
ical context. Most Americans used to count on traditional defined
benefit pension plans in addition to their Social Security benefits
to support them in retirement. In those plans, employee retirement
funds are pooled and invested by a professional manager and a
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fixed monthly pension is paid out to the employee once he or she
retires. It is pretty much guaranteed.

The Federal Government recognized the central roles these plans
played in the lives of American workers, and in 1974, Congress en-
acted major legislation called ERISA, the Employee Retirement In-
come Security Act, to protect pension investments and safeguard
them from abuse.

In the early 1980’s, private retirement plans underwent an
evolution which really became a revolution, as the 401(k) defined
contribution plan was developed and encouraged by the Federal
Government, which offers tax deferrals to both employees and em-
ployers who put money into 401(k)’s. For many workers, this was
a very welcome innovation. The 401(k) offers a number of invest-
ment options, including mutual funds and stocks. The money an
employee pays into it ultimately becomes theirs to control. Also, it
is portable, which, of course, is important in our increasingly mo-
bile economy.

But, unlike the traditional pension plans, which are guaranteed
with a set monthly amount, 401(k)’s can rise with their invest-
ments, but, of course, they can also fall. In the bull market we ex-
perienced for much of the 1990’s, it may have seemed to most
Americans that any money put into a 401(k) was bound to increase
dramatically over the course of a career. That is naturally not al-
ways the case and was unnaturally not the case for Enron employ-
ees.

As T have indicated, 401(k)’s are very popular, 42 million Ameri-
cans with total assets of almost $2 trillion. So an account that was
originally intended to be a supplemental source of retirement in-
come has become the very foundation of millions of Americans’ re-
tirement plans.

Since the passage of ERISA, retirement security has changed in
ways that the law never anticipated. As retirement savings have
migrated to 401(k)’s, risks have shifted from the employer to the
employee without additional protections for the employees. The
Enron debacle has revealed for all of us how serious those risks can
be for typical American workers, many of whom from Enron are in
this room today. Those risks can be very dangerous when mixed
with an undiversified portfolio and corporate deceit and/or mis-
management.

So it is time for the law to catch up with reality and protect our
workers’ 401(k) retirement plans. Now, when a 401(k) is respon-
sibly managed and its risks are realistically understood, it can be
a terrific tool that empowers American workers to build up funds
for their future. So I hope that all American workers who have the
opportunity will continue in the years ahead to contribute to their
401(k) plans and their employers will do the same.

But there is a real crisis of confidence in the markets today. You
have only got to read in the morning papers what the markets did
yesterday, attributed to a new fiscal disease called Enronitis. When
you consider that, I think you have got to conclude that we in Con-
g{ess must quickly address the problems that exist with 401(k)
plans.

In developing a road map for reform, our attention should be on
two issues in particular. First is over-concentration. When shares
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of Enron were near their highest value just over a year ago, about
two-thirds of total 401(k) Enron plan assets were in the company’s
own stock. That is an average, incidentally, which means that some
Enron employees had just about their entire nest egg in the com-
pany’s basket. Well, what led that to be so, because normally an
investor would not concentrate that much of their wealth in one in-
vestment because they want to balance their risk.

There are two reasons. One is Enron itself matched employee
contributions to their 401(k) plan, but it did so with the stock of
their own company and prohibited employees from shifting that
company-contributed stock to a different investment until they
reached the age of 50.

Second, the company’s culture actively encouraged accumulation
of its own stock. Top management repeatedly promoted the stock
through internal publications and communications, even after top
executives must have known, or certainly should have known, that
the company was in danger of collapsing.

In a meeting on September 26 of last year, then-CEO Ken Lay
was still telling his employees that the stock’s $27 a share pur-
chase price was an incredible bargain. Ken Lay claimed that the
third quarter is looking great and we will hit our numbers. Of
course, just 2 weeks later, on October 16, the company announced
it was taking a $1 billion after-tax charge to earnings because of
what I would have to describe as a cooking of the books.

Leaving aside the question of whether this was illegal, it is cer-
tainly wrong for executives to enthusiastically recommend their
company’s stock to workers when they know or should have known
that the workers will be taking that as encouragement to buy more
stock at a time when the company’s future was extremely fragile.
It seems to me it is wrong for management to convey in internal
communication that the company stock is on the way up when they
have reason to know otherwise. That is not inspirational optimism,
it is dangerous deceit.

The problem of 401(k) over-concentration is particularly trou-
bling because we now know how widespread it is in the American
economy. Employees of companies with stock-matching programs,
like Enron’s, have about 50 percent of their 401(k) assets in em-
ployer stock, which is not what the typical investor in this country
does.

Now, some people say that if employees are willing to put them-
selves at risk by putting so much of their money in one company,
their own government cannot and should not stop them from doing
that. Well, in the first place, as in Enron, let us remember that it
is the employer, not just the employee, who is putting a lot of
money in the 401(k) plans into their own stock.

But a broader answer is given by the creator of the very first
401(k) plan, benefits consultant Ted Benna, and he says, “We re-
quire auto passengers to wear seat belts because many will not
wear them voluntarily. We should also protect employees from fi-
nancial disaster by prohibiting them from investing all their retire-
ment savings in a single stock.”

The second major issue we are going to focus on today is what
is known as the lockdown period. In late October and early Novem-
ber of last year, because Enron was changing the outside adminis-
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trator of its 401(k) plan, employees were locked into their accounts
for at least 2 weeks during a very volatile period in the company’s
stock price, making them powerless to sell their Enron stock as it
was dropping. That left many of them feeling like their hands were
tied to the deck of a sinking ship, and they were. The thought of
employees sustaining huge losses while executives were able to sell
stock for millions is infuriating, especially because it was prevent-
able.

The risk of a catastrophic loss in the value of a 401(k) account
during a lockdown increases exponentially when employees have
most of their assets in a single stock, and when that stock is in the
employer itself, the risk of such a loss occurring is even greater. In
other words, the danger of a lockdown is multiplied many times
over when employee’s investments are not diversified. In Enron’s
case, management knew full well that their employees’ 401(k)’s
were overloaded with shares of Enron. Should that not have
prompted them to postpone the lockdown when the company was
reeling?

Recently, legislative proposals have been made which address
these problems of over-concentration and lockdowns, including one
over the weekend by President Bush. While I welcome the Presi-
dent’s plan as a step forward, I must say respectfully that I believe
it falls far short of what American workers need. By focusing on
the lockdown but ignoring the core problem of over-concentration,
the President himself has over-concentrated on the straw that may
have broken the camel’s back, not on the bales of hay that were
weighing it down in the first place.

Enron stock had plunged way down to $75 a share from its high
before the lockdown began. The 401(k) plans of Enron employees
were vulnerable before, during, and after the lockdown because
they were over-invested in a single stock, and remember, the em-
ployer’s stock in the 401(k)’s could not be sold until the employees
reached the age of 50.

The President’s plan touches on over-concentration, but only by
allowing workers to diversify the stock they have received through
employer matches 3 years after they have vested, and then not as
aggressively as it should. To me, that is a piece of the problem, but
not the whole problem, and I hope we could work together to de-
velop a more effective proposal to protect the retirement security
of America’s workers. I hope shortly to introduce a plan of my own
and believe it can make a constructive contribution to what have
to be bipartisan efforts to offer employees the retirement protection
they need.

This is a very pressing priority. To many Americans, the three-
legged stool of retirement security, which is made up of Social Se-
curity, private pensions, and personal savings, is starting to look
wobbly. With concerns about the long-term stability of the Social
Security fund and personal savings rates at just 1.1 percent, which
is an historic low, we really need to get 401(k) reform right.

I think we have got a group of witnesses here today that can
help us do that and I look forward to hearing from them, from
those who experienced Enron’s demise firsthand, from the Enron
managers and others who helped to run the 401(k) plan, and from



5

policy experts who will suggest ways to protect other workers from
a similar disaster.

I do want to pause just personally for a moment and say that the
Ranking Member of this Committee and our dear friend, Senator
Thompson, suffered a terrible personal tragedy last week in the
death of his daughter. I know that our hearts and prayers go out
to him and his entire family, and that is why Senator Thompson,
who has been very interested in working very closely with us here
on these hearings, could not be here today.

But we are grateful to have Senator Collins, who has been deeply
involved in the efforts of this Committee in this regard and in the
Permanent Subcommittee on Investigations. I thank her for being
here and I call on Senator Collins now.

OPENING STATEMENT OF SENATOR COLLINS

Senator COLLINS. Thank you, Mr. Chairman. I want to start by
thanking you for your continuing leadership as we probe the impli-
cations of the Enron bankruptcy. I have been particularly con-
cerned about those who invested their hopes and their money in
Enron stock, so this hearing is of particular interest to me.

Today, we are going to see the human face of the Enron debacle
in the thousands of Enron employees who have lost their retire-
ment savings as the result of the company’s collapse. Congress
owes it to the employees who have lost so much, as well as to fu-
ture investors, to take a very close look at the rules governing the
401(k) plans relied upon by so many Americans as a future source
of retirement income.

The 401(k) plan, as the Chairman indicated, was created to give
employees a more secure retirement by encouraging savings and
investment. These pension accounts have become very popular.
Currently, nearly half of active workers, some 42 million Ameri-
cans, participate in 401(k) plans, which hold about $2 trillion in as-
sets nationwide. There are enormous tax benefits for both employ-
ees and employers in contributing to 401(k) plans. Employees can
invest pre-tax dollars into their accounts and employers receive tax
deductions on their matching contributions.

While the details are only now beginning to emerge, it appears
that an estimated 15,000 Enron employees lost an astounding $1.3
billion from their 401(k) nest eggs. Reportedly, more than 50 per-
cent of the assets in the Enron 401(k) plan were held in company
stock, thus explaining the huge losses. Some shares were contrib-
uted by the company as matching contributions, but I am told that
most of the company stock, about 89 percent, was purchased by
employees themselves.

Like Enron’s employees, many American workers have a dis-
proportionate share of their employer’s stock in their 401(k) plans.
At some companies, workers have as much as 90 percent of their
401(k) retirement assets in their employer’s stock. It cannot be dis-
puted that in some cases, doing so has made some American work-
ers wealthier than they ever could have dreamed. Still, investing
large portions of one’s 401(k) plan in any one company’s stock poses
significant risks because of the lack of diversification, as the Enron
case unfortunately demonstrates all too well.
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It may be difficult to determine to what extent Enron’s employ-
ees, in buying so much stock, felt pressured to do so by corporate
executives or simply by the corporate culture. Nevertheless, there
seems to be near unanimous agreement that Congress must pro-
vide additional safeguards to ensure that workers are able to make
sound investment decisions and are not prevented from selling
their employer’s stock for an excessive period of time. Furthermore,
we should ensure that there is one standard for everyone in their
ability to make such decisions rather than providing one system for
high-ranking executives and another for rank-and-file employees.

The Enron debacle raises a key question of whether or not em-
ployees with 401(k) plans have adequate access to disinterested fi-
nancial advice. Over the past several years, the demand by 401(k)
plan participants for individualized investment advice has been
growing, yet fewer than a third of all employers offer this service.
As demonstrated in several surveys of employers, many are not of-
fering this advice or making it available to the employees due to
liability concerns.

To respond to this concern, Senator Jeff Bingaman and I intro-
duced legislation late last year that goes to the heart of that con-
cern. By clarifying an employer’s legal duties, our proposal encour-
ages employers and plan administrators to provide employees par-
ticipating in a company-sponsored 401(k) plan with a qualified
independent investment advisor to whom they could go for impar-
tial investment advice. There are several additional proposals by
other Members of Congress, as well as by President Bush, that de-
serve consideration, as well.

Mr. Chairman, the failure of the Studebaker Automobile Com-
pany in the 1960’s, which left thousands of workers without pen-
sions, prompted Congress ultimately to pass the Employee Retire-
ment Income Security Act. My hope is that we can work together
on a bipartisan basis to develop a solution that will restore our
faith in the 401(k) plans as the vehicle for savings for retirement
and ensure that what happened to Enron’s employees is not re-
peated in the future.

Thank you for holding this important hearing and I look forward
to hearing the testimony.

Chairman LIEBERMAN. Thanks, Senator Collins. Your statement
gives me encouragement that we can go forward in a bipartisan
way and adopt the kinds of reforms that will protect America’s
workers.

Senator Carnahan.

OPENING STATEMENT OF SENATOR CARNAHAN

Senator CARNAHAN. Thank you, Mr. Chairman. Our tax code en-
courages people to save for their retirement in special employer-run
savings plans. We need to be sure that these savings plans are
properly designed to provide retirement security to employees who
faithfully contribute to these funds.

The devastating losses incurred by Enron employees compel us
to take another close look at how these plans are designed and reg-
ulated. The events at Enron make me wonder if we ever learned
anything from the sad lessons of history.
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Early in the 20th Century in New York, on the tenth floor of an
old building, was located a business known as the Triangle Shirt-
waist Factory. It employed 500 women, ranging in age from 13 to
23. They worked at their sewing machines 56 hours a week for $9
or less. A sign posted on the wall said, “If you do not come in on
Sunday, do not come in on Monday.” To assure that the company
maximized profits, exit doors were secured to keep the workers
physically locked in until management decided to release them.
One day in March 1911, there was a fire. Unable to get out, 146
of these young girls died. Triangle paid the families $75 each, a
paltry sum even in those days.

While I do not equate bankruptcy with the tragic loss of life, I
could not help but see some parallels between what happened at
Triangle and what happened at Enron. Enron kept its employees
financially locked in when tragedy struck. Enron prevented work-
ers from getting out of their holdings while the company was going
up in smoke. The sign posted on Enron’s walls invoked trust. It
was the company’s motto, the acronym “RICE,” which meant re-
spect, integrity, communications, and excellence. Those principles
had long been forgotten by the time Enron went into bankruptcy,
paying a paltry severance check to thousands of laid-off workers
while millions of dollars were paid in bonuses to a few in top man-
agement.

If there is any common thread between Triangle and Enron, it
is greed. But Enron adds yet another deadly vice and that is arro-
gance. Enron thumbed its corporate nose at its loyal workers and
trusting investors, scoffed at the rules of decency, and built a tower
to hubris that dazzled the financial world. Enron’s officers repeat-
edly told employees that the stock was undervalued. They encour-
aged their workers to risk their retirement security on the com-
pany, even as it was careening toward bankruptcy. Enron’s conduct
offends us because it violates the values that we honor most: Integ-
rity, trust, fair play, and personal responsibility.

Mr. Chairman, I believe that those who rightly demand account-
ability of teachers, of students, of doctors, of welfare recipients,
should demand no less of corporate America. Among all the ques-
tions that will be asked during the months ahead, there is one that
looms in my mind—and that I will keep asking until I find an an-
swer—and that is why no one at Enron stood up and said, this is
wrong. Thank you, Mr. Chairman.

Chairman LIEBERMAN. Thank you, Senator Carnahan, for an ex-
cellent opening statement. Senator Akaka.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. Thank you very much, Mr. Chairman. I want to
thank you for conducting this timely hearing on “Retirement Inse-
curity: 401(k) Crisis at Enron.” We look upon this as a matter of
great importance, and I want to thank the witnesses of the three
panels that will appear this morning. I look forward to your testi-
mony.

I also want to join you, Mr. Chairman, in recognizing Congress-
woman Sheila Jackson Lee, and my friend, Jesse Jackson, to this
hearing.
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Mr. Chairman, I believe it is critical that we, as the elected rep-
resentatives of the people, examine the issues raised by Enron’s
failure. Although we are looking at 401(k) plans today, I should
point out that it was not just Enron employees who were victims.
In Hawaii, the State Employees Retirement System lost $11.3 mil-
lion as a result of the failure of Enron. While this represented only
a small percentage of the total portfolio of the system, it is still a
lot of money. Luckily, the State Pension System was diversified so
it was able to more easily absorb the loss, unlike the Enron em-
ployees.

More and more companies are abandoning defined pension ben-
efit plans for 401(k) plans. The 401(k) plans have permitted mil-
lions of Americans to save large sums of tax-deferred money to en-
sure they can retire comfortably. The 401(k) plans offer the poten-
tial for greater returns and more money during the retirement, but
they come with additional risks that must be managed properly.

In many 401(k) plans, employers match the employees’ contribu-
tion with company stock. We should investigate this incentive. En-
couraging employees to save for retirement is extremely important,
but we must examine the issue to see if providing matches in other
forms would be more prudent.

For example, the Federal Government Thrift Savings Plan pro-
vides cash matches to be used for investing in index funds. These
funds attempt to reap the benefits of appreciating stock while at-
tempting to manage their risk through diversification. Or for those
who want to reduce their risk even more, bond funds can be pur-
chased.

The Enron example shows what can happen when employees lose
both their jobs and their retirement savings. However, it is not un-
common for employees to have primarily employer stock in their re-
tirement funds. For example, at Proctor and Gamble, 94.7 percent
of 401(k) plan assets are in company stock. Sherwin-Williams and
Abbott Laboratories also have greater than 90 percent of 401(k)
plan assets in company stock. Many financial advisors would ques-
tion having so much invested in one company. A 401(k) plan must
be part of a diversified portfolio.

Mr. Chairman, I place a special importance on financial literacy
and education so that all Americans have the necessary skills and
information to prepare for a secure financial future. In examining
this issue, it will be more important to see what information 401(k)
plan participants are provided as they make asset allocating deci-
sions that have tremendous consequences on their future financial
condition.

Thank you again, Mr. Chairman, for calling this hearing.

Chairman LIEBERMAN. Thanks, Senator Akaka, for that very
thoughtful statement.

I would like to now call the first two witnesses, William D. Mil-
ler, Jr., and Deborah G. Perrotta, and ask if you would come to the
table and stand and raise your right hands.

Thank you both. Do you solemnly swear that the testimony that
you will give the Committee today is the truth, the whole truth,
and nothing but the truth, so help you, God?

Mr. MILLER. I do.

Ms. PERROTTA. I do.
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Chairman LIEBERMAN. Thank you. Please be seated. Let the
record show that the witnesses have answered the question in the
affirmative.

Mr. Miller is the Business Manager and Financial Secretary of
the International Brotherhood of Electrical Workers, Local 125, of
Portland General Electric. Your presence here reminds us that
though the most consequential damage created by Enron’s collapse
is clearly in Houston, it also is national in its impact. I appreciate
your making the trip here and we look forward to your testimony
now.

TESTIMONY OF WILLIAM D. MILLER, JR.,! BUSINESS MANAGER
AND FINANCIAL SECRETARY, INTERNATIONAL BROTHER-
HOOD OF ELECTRICAL WORKERS, LOCAL 125, PORTLAND
GENERAL ELECTRIC

Mr. MILLER. Thank you. We currently have 911 active employees
and approximately 550 retirees of Portland General Electric, a sub-
sidiary of Enron. We have had a collective bargaining agreement
with Portland General Electric since 1900.

The collapse of Enron has been devastating to our members.
When Enron filed for bankruptcy, it took with it many people’s
dreams, hopes, and plans. I have met with and consoled many
members as they come to terms with their losses. The names I am
about to list represent only the lost stock value since employees
were locked out of their accounts since September. We disagree
with the October date.

Chairman LIEBERMAN. That is a very important point. I do want
to come back to it during the question period, to have you expand
on it.

Mr. MiLLER. Roy Rinard was $472,000; Al Kaseweter, $318,000;
Joe and Diane Rinard, $300,000; Dave Covington, $300,000; Tom
and Patty Klein, $320,000; Mike Schlenker, $177,000; and Tim
Ramsey, $985,000. Just these nine employees have together in-
vested 188 years with PGE and lost $2,882,000, and this list goes
on and on with the impact to the employees and retirees.

Enron’s meteoric rise in the utility business was founded upon
the concept of deregulation in the electric utility industry and its
business success depended on its ability to sell State and Federal
regulators and lawmakers on the idea of mandating deregulation
in legislation. When electric deregulation began its flight in the
late 1980’s and early 1990’s, the selling point was lower rates and
customer choice. I attended meetings where Enron executives flew
in the face of utility management and told them they were going
to take over their operations.

PGE was a trustworthy, solid company which we had a good
working relationship. There is a long history of collective bar-
gaining that involves the PGE retirement savings plan that dates
back to 1978. This was the first year employees were allowed to
contribute money from their paychecks to a savings plan that was
matched with PGE stock.

Most of our members and most all Oregonians were very skep-
tical of this Texas giant taking over our local utility company. PGE

1The prepared statement of Mr. Miller appears in the Appendix on page 80.
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was an important pillar of the Portland community. Enron, how-
ever, saw PGE as a cash cow that had the in-house talent and ex-
pertise on interconnections to expand their high cash flow and
leverage their trading operation. It took Enron nearly a year of ne-
gotiations and millions of dollars in community investments to gain
the approval of regulators.

In July 1997, the takeover of PGE was completed and had been
approved by all required regulatory agencies. In July 1997, all PGE
stock held by employees was converted to Enron stock automati-
cally. There were no other options available to employees. Not only
did the stock change in name, but also in nature. It went from a
stable, vertically integrated utility stock to a volatile, high-risk in-
vestment. No one told our members that the holdings were now a
dramatically different type of investment.

In a move to dazzle employees, PGE came around handing out
either $50 or $100 bills to all of its workers. They claimed it was
a bonus for when the stock reached an appropriate level. On Au-
gust 16, 1999, Enron stock hit approximately $80 a share and split.

In April 2001, Ken Lay told employees the stock would continue
to rise. The company’s newsletter ran articles touting their pros-
perous future, even though Ken Lay was simultaneously selling
millions of dollars in company stock. Our members were wondering
why the CEO was selling so much stock if the company was doing
so well. Also in April, Mr. Skilling told employees that stock was
undervalued and would go to $120 per share.

On August 14, Ken Lay sent an E-mail to employees stating,
“Enron is one of the finest organizations in business today. Per-
formance has never been stronger.” On August 21, Ken Lay sent
another E-mail to employees expressing confidence that stock
prices would continue to go up. This was also quoted in the Enron
newsletter. On August 27, Ken Lay announced to employees via E-
mail that workers would now have stock options and that Enron
stock would be at a “significantly higher price in the future.” Every
time a question was raised, people were always reassured through
an E-mail or some other communication that the company was
doing better than expected and would continue to flourish.

On September 27, our local union received the first complaints
that some employees could not access their 401(k) accounts to
make changes. For the most part, employees’ transactions were
conducted online from their PCs. Our members said they could see
their accounts on the computer but could not transfer any assets
or make any changes. We verified this with workers at three dif-
ferent divisions within Portland General Electric. It seemed that
the access throughout the company was very inconsistent. Workers
would call the plan administrator and be on hold on the phone, or
if they did get through, they were told that the system was down
temporarily and try later.

On September 28, their 401(k) accounts would be locked out. The
union was informed that they would be locked out on October 19,
2001, lasting for about 1 month while changing administrators
from Northern Trust to Hewitt. Employees were officially notified
of the lockdown by company E-mail. If you did not have access to
a PC or were retired, you would not have received notification. I
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understand there is some disagreement on that point, but that is
how we understand it from our members.

Many of our members wanted to sell their Enron stock during
the lockout. Instead, all they could do was simply watch helplessly
as the stock price tumbled dramatically and their life savings dis-
integrated before their eyes.

To summarize the wild ride we were on with stock prices from
the beginning of the year through the end of the lockout period:
January 25 was $81.38; September 28, $27.23; October 19, $26.05;
October 30, $11.16; November 13, $9.98.

If one looks at the big picture of the region’s utilities, it is a pret-
ty grim reality. The stability of surrounding companies has a direct
impact on our relationship with our utility employers. Avista Power
in Washington State, once known as the pillar of the Northwest
utilities for stability, has had trouble making payroll for its exist-
ing workforce. Puget Sound has just concluded their negotiations,
resulting in a majority of their workforce being laid off and being
replaced by contractors. Pacific Power and Light was sold to Scot-
tish Power from the United Kingdom and is in financial trouble,
having just terminated their CEO. Pacific Gas and Southern Cali-
fornia Edison are in bankruptcy. We attempted then and continue
to work toward moving our pensions and all other benefits into an
arena that is not employer-dependent.

The day of the stable utility employer no longer exists, thanks
in large part to Enron. The employees of these once stable entities
can no longer trust their employer for a true accounting of what
their company’s future holds for them.

In our case with Enron/PGE, thousands of employees trusted
their employer to tell them the truth and the employer deceived
them. The fallout from this debacle will affect our country for gen-
erations to come. Our people played by the rules. They were not so-
phisticated investors, just hard working, honest folks who became
victims of the Enron debacle.

In our small part of the world, our best guess is that in excess
of $800 million has been stolen by Enron, ruining nearly 3,100
lives, and I am talking about PGE employees, union and non-
union, and retirees. We had members guided by their faith in a
company and its promises who lost everything. And I will say that
clear back in October and November, we requested statistics, re-
quired by ERISA to be given to us by the employer, and to date,
we have received no information whatsoever as to the impact it has
on our workers. We have received nothing.

Thank you for the opportunity to speak before your Committee
today. I appreciate it.

Chairman LIEBERMAN. Mr. Miller, thanks for a very compelling
statement. As one of my colleagues said, you and Ms. Perrotta put
the human face on the headlines that we have been seeing, and it
is a painful face to see because you have been hurt.

Deborah Perrotta is a former Senior Administrative Assistant in
Enron Corporation. We are very grateful that you are here and we
look forward to your testimony.
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TESTIMONY OF DEBORAH G. PERROTTA,! FORMER SENIOR
ADMINISTRATIVE ASSISTANT, ENRON CORPORATION

Ms. PERROTTA. Good morning, Mr. Chairman and distinguished
Members of the Governmental Affairs Committee. Thank you for
giving me the opportunity to come here today to share personal in-
sights into the financial, social, and emotional impact Enron’s de-
mise has had on my family, former employees, pensioners, and
shareholders.

My name is Deborah Perrotta and I am a former Enron employee
that was involuntarily laid off on December 5, 2001. I was em-
ployed by Enron from January 1998 to December 2001 as a Senior
Administrative Assistant. During that time, I worked for Enron
International, Enron Engineering and Construction Company, and
Enron Energy Services. Let me take a moment to paint a picture
of what it was like to be an employee of Enron.

I was ecstatic and proud to be part of the Enron family. There
was a lot of competition for jobs at the company. The employees at
Enron had great respect for the management. We believed that the
company was full of opportunities for anyone who was willing to
work hard. There was a dynamic of excitement at Enron. They had
an unbelievable reputation and were known for hiring the best of
the best.

I, myself, gave 110 percent to the company. Many times, I
worked late into the evenings, and numerous times, I received
phone calls in the middle of the night from my superiors when they
were overseas trying to close business deals, but I did not mind be-
cause I really loved the company and my work. I believed that the
company would live up to its promises and that by working hard,
I would be able to secure my financial future.

There was an atmosphere of great pride, trust, and respect for
the management and Enron’s invincibility. Our successes only
served to reinforce our invincibility. I was ecstatic to be associated
with a winner whose mission, as defined by Mr. Skilling, was to
be the world’s leading company. If you doubted it, you only had to
attend an employee meeting and read our literature to have any
doubts removed. We felt great optimism, security, and confidence
about the company’s future.

In 2001, Jeff Skilling was named CEOQO. Soon after, he held an all-
employee meeting in February, where he touted that the stock
would be valued at $120 by year end. After only 7 months, Mr.
Skilling resigned for what he and Enron said were personal rea-
sons on October 14, 2001. As a result, Mr. Lay reassumed the
Chairman and CEO position. Shortly thereafter, he held an em-
ployee meeting and assured employees that Enron’s reputation
would be restored. He wanted us to continue what we were doing
and to stay focused on our mission while he would spend more time
educating the investor community. Mr. Lay said that the problem
was never an issue of the business model, innovation, or profit-
ability, but rather that investors did not understand how we made
money.

Mr. Lay followed up that meeting with an E-mail dated August
27, 2001, giving me shares valued at $36.88 per share. In the

1The prepared statement of Ms. Perrotta appears in the Appendix on page 91.
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memo he said, “As I mentioned at the employee meeting, one of my
highest priorities is to restore investor confidence in Enron. This
should result in a significantly higher stock price. I hope this grant
lets you know how valued you are to Enron. I ask your continued
help and support as we work together to achieve this goal.” From
this memo, many others and I were encouraged, since he was a
seasoned executive with great integrity and respect.

Then on October 16, Enron made the first announcement that
something was really wrong, the $1.2 billion equity write-down.

We who worked at the Houston headquarters received notifica-
tion in September that we were changing savings plan administra-
tors and the last day for any investment fund balance changes
would be October 26, 2001. This notice stated that certain kinds of
fund transactions would not be possible after October 19, 2001. Fi-
nally, the notice said that the transaction period would end on No-
vember 20.

Though we received an E-mail on November 14 saying a new
plan website was up, that E-mail did not say we could make invest-
ment fund balance changes. I do not know when it became possible
to do that again. I know employees of Enron subsidiaries and retir-
ees had testified their lockout periods were longer. I hope you can
get to the truth of how long these periods really were and whether
everyone was really treated the same. During this period of the
lockout, Enron’s stock price fell more than 50 percent, from $15.40
at the close on October 26 to $7 at the close of November 20.

Less than 2 weeks after the freeze, Enron filed for bankruptcy,
on Sunday, December 2, 2001. Two days earlier, Enron cut $105
million in retention bonuses for a small number of executives. The
next day, Monday, December 3, 2001, I and 4,500 Enron employees
in Houston were fired. According to the Enron policy and procedure
manual, we were owed an estimated $150 million in severance and
vacation pay. When we asked for it, they said they could not pay
us because the bankruptcy court was making all financial deci-
sions. A couple of weeks later, many of us got checks for $4,500 in
severance, less taxes and insurance, really about $3,000.

I understand that even though the company promised us sever-
ance payments averaging roughly $37,000, and even though there
are billions of dollars in assets still in the company, we have to
wait in line behind the big banks in bankruptcy court and we hear
there will not be much left to all the victims of Enron after those
banks have been paid off. It may be the law, but it is wrong.

Due to the layoff freezing of the 401(k) plan and loss of sever-
ance, I and thousands of others lost the resources we all counted
on and worked to pay our bills, fund our retirements, and feed our
families. I am not alone in my pain. I am just one of the thousands
of former employees and retirees desperately looking for relief and
eventual reform.

Chairman LIEBERMAN. Take your time.

Ms. PERROTTA. I really did not want to come here, but I saw this
as an opportunity to bring light to the pain and suffering of others,
as well. Herein lies many lessons for the American workers, and
I am sorry I am the example.

In 1997, my family and I were rebuilding a nest egg as a result
of some adversities we experienced a few years earlier. My layoff
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and loss of 401(k) came at a time when my oldest daughter was
preparing for her wedding in September 2002. As such, financial
commitments were made, increasing my frustration and anxiety.
As a mother, this is something I always dreamt of doing for my
daughter. Today, that burden has fallen on her shoulders.

Chairman LIEBERMAN. Take a minute. Do not be rushed. We
really appreciate what you have been through, Ms. Perrotta, and
that you had the courage to come and talk about it. It is the only
way we are going to appreciate the impact of what has happened
here and we are going to be motivated to make sure, to the best
of our ability, it never happens again.

Ms. PERROTTA. Thank you. Today, that burden has fallen on her
shoulders. Since I was with Enron for 5 years, my losses were
$40,000. Now, when you couple the loss of medical coverage, den-
tal, life insurance, and the struggle to pay my most basic needs,
like food, mortgage, car payments, etc., you can appreciate why I
am here before you.

The demise of Enron has affected everyone in my family emotion-
ally and physically. Our monthly prescription costs are more than
$300 and we cannot afford it. Without employment, we can last but
a few more months. This is embarrassing for my family and me
since we have a strong work ethic and had faith in the system. But
I must say that my family and I are among the lucky.

Besides losing their 401(k)’s, many laid off Enron employees are
losing their homes, have medical expenses, and face an uncertain
future that only a short time ago looked bright. A poll of 482
former employees/shareholders taken on January 28, 2002, showed
a sum of $363 million dollars was lost from their 401(k) accounts.
Five of my friends’ total losses combined exceeded $6 million. This
may sound like these were rich people, but this was the money that
they were planning to live off in retirement. For my friends in their
50’s, this money simply cannot be replaced.

Obviously, many retirees were greatly affected. One E-mail I re-
ceived, “I am in a state of shock about the events and I was not
astute enough to get out of my 401(k) when the price of stock was
at a reasonable level. I rode the damn stuff right into the ground
and now I have nothing from my Enron retirement plan. I was hop-
ing to retire in 2 to 3 years, but after sinking a lot of money into
Enron stock and saving plan, looks like I will be doing pipeline
work when I have a white beard.”

On January 28, when traveling to Washington by bus, we
stopped in Baton Rouge and I met Mr. Kling, a retired Enron em-
ployee. He met us with tears in his eyes and told the group how
much he really appreciated our efforts, since he retired 2 years ear-
lier and now has seen his 401(k) money disappear. At age 72, his
future is behind him and he is considering going to work to make
ends meet.

This is not right. We worked hard. Many of us worked as hard
as we possibly could, often at the expense of our families. We put
all our ingenuity and creativity at the service of a company we be-
lieved in and trusted and were certain would reward our commit-
ment. When Enron told us its business was sound and its stock
was going to go up, we believed them. We put our money in the
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company stock in good faith, and Enron’s leadership and govern-
ment let us down.

I am here asking for my family and thousands of other families
whose lives have been destroyed by a handful of individuals. We
need your leadership now. We need financial relief now. We know
you cannot replace the losses in the 401(k) plan, but you can create
legislation to provide immediate relief and eventual reforms that
would protect the American workers in the future.

We think you need to do two things. First, you need to make sure
that if a company wants its workers to put their retirement money
in the company stock, that company needs to back up that stock
with some kind of insurance so that those employees are not at the
risk to lose everything.

Second, we need bankruptcy reform that gets workers on a real
place at the table when their employer goes bankrupt, and particu-
larly when those workers are victims of fraud.

In closing, my colleagues and I loved Enron and were passionate
about its success. We believed Enron leadership and the endorse-
ment by others of success and future prosperity. Now the com-
pany’s own board members said they inflated the earnings by over
$1 billion. This should and cannot ever happen again in America.

Perhaps our trust in Enron’s leadership and board of directors
was misguided. My fellow ex-Enron employees and I came to Wash-
ington with some faith that our government would right the ter-
rible wrong that has been done to thousands of Enron employees
and pensioners. I hope that faith is not in vain, for many of us are
desperate and have no place to turn. Thank you.

Chairman LIEBERMAN. Ms. Perrotta, thank you. We are not going
to forget your testimony and what you have been through.

You remind me of the same feeling I had last week when—you
were there, I guess—in the meeting brought together by Congress-
woman Sheila Jackson Lee and Reverend Jackson with former
Enron employees. What struck me, apart from the stories, is just
what struck me as you were speaking. This is not, if I can put it
in simplistic terms, a classic labor-management controversy where
there has been a sense of anger at management over the history
of the company.

You all, as you said so eloquently, played by the rules. You were
devoted to the company, remarkably devoted to the company. In
some sense, it took you up and then it dropped you down, and the
feeling that I felt last week and I feel it again today is, of course,
anger, but it is a different kind of anger. It is the anger that comes
from, in some senses, being heartbroken, feeling like you were
cheated, like you were betrayed. Our hearts go out to you, and it
is the reality and anguish of your story that, in turn, makes mil-
lions of other workers around the country nervous today and why
we have got to step in quickly and offer some protection to workers.

Let me ask a few questions. There is a vote on. I am going to
go over, and then I will yield to Senator Collins, and when she is
done, we will recess for a short while and then come back.
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Mr. Miller, let us just talk briefly about the lockdown period, be-
cause there is a dispute here and it is a consequential dispute. I
have given you some charts. I have put a larger one up there.!

You say that workers in Portland first had trouble trading in
their stock as early as September 27, when the price of Enron stock
by my calculation was $25.25. You say that that period ended on
November 19, when the value was just under $7. So from $25.25
to $7 is a big drop.

Enron says that the transition period, the lockdown, was October
29 to November 13, still, as Ms. Perrotta said, a very large percent-
age drop, which was around $15—what did you say?

Ms. PERROTTA. Fifteen-forty to $7.

Chairman LIEBERMAN. Fifteen-forty down again to the $7, so
that is a big drop. Tell me a little more, Mr. Miller, about why you
contend that people had trouble trading in their stock as of Sep-
tember 27.

Mr. MILLER. As I stated earlier, I am the business manager and
I have six different business reps who work for me. Two are as-
signed to Portland General Electric, the business reps that work
exclusively on PGE property. One of them came into me and said,
“I have got problems. I have got two phone calls from Gresham Di-
vision,” which is just a division of Portland General Electric, “and
they said, ‘Bill, we cannot get in. The guys cannot get into their
401(k) accounts.””

And so I said, well, call some other divisions and see if we have
got the same problem. So we called two different divisions and spe-
cifically asked people that we knew were very active in the 401(k)
if they could get in and they could not, and this was in two dif-
ferent divisions. So we got a hold of the company, Portland General
Electric, and said, what is going on here? At that time, people in
other divisions had called HR themselves and they said, like I said
earlier, they were either put on hold on the phone, could not get
through to Enron or the plan administrator at that time, or the
people just, they could see their accounts.

And I went out to Gresham Division and said, show me what you
are seeing, because they could either do it by push button phone
or by the PC. They could not get into their accounts and they said,
“This thing is going into the toilet and there is nothing we can do
about it.” I contacted the company, PGE, because that is who we
deal with, not Enron, and PGE said, “Yes, they are having difficul-
ties, but we will get it fixed. Do not worry about it.”

Chairman LIEBERMAN. OK. There is a $10 difference between
September 27 and October 19 or 29, so a little more than that.
That is a very significant difference in terms of the money people
lost or the ability they might have had during that time to trade.

Mr. MILLER. Right.

Chairman LIEBERMAN. The other concern here is, as you have in-
dicated, that some folks apparently did get an E-mail saying that
the lockdown was going to start on October 19 instead of October
29, which I gather the company acknowledges was a clerical error
of some kind. Is that right?

1The chart entitled “Enron Stock Price/Share; 2001” appears in the Appendix on page 174.
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Mr. MILLER. I cannot testify accurately or—I can only tell you
what I was told. We are required by our contract, labor agreement,
and by ERISA and a bunch of other laws and rules to be notified
of such actions taking place. We were notified by an HR consultant
that has no interest really in that arena by Portland General Elec-
tric and said, we think this is what is going to happen because we
have not got the official notice of when it was going to go down,
and so there have been a lot of changes that were in direct viola-
tion of several laws, rules, regulations, that we were never notified
about. I can only relate to you what the employees have told me.

Chairman LIEBERMAN. Right.

Ms. PERROTTA. Mr. Chairman, can I respond on that?

Chairman LIEBERMAN. Yes, ma’am. I was going to turn to you
now. Go ahead.

Ms. PERROTTA. We did receive in the mail, because I have two
copies of it—unfortunately, I do not have it with me right now—
saying that it was going to start October 19. It was a brochure that
was sent to us in the mail.

R Chairman LIEBERMAN. Now on October 19, the stock price was
26.05.

Ms. PERROTTA. On October 19.

Chairman LIEBERMAN. Right.

Ms. PERROTTA. Right. But then we got a memo, it was also an
E-mail, saying it was going to start another time. So there was a
conflict in times. So some people could have seen it on October 19
and figure, OK, they cannot get into their money then. It is locked
until October 20. And the other people who got E-mails saying, no,
it is going to start on October 26. So it depends on where you were,
if you were there, if you got E-mails, if you did not, if you received
that in the mail and did not have any other additional information.

Chairman LIEBERMAN. I am going to stop here because the clock
is running. I am going to go run and vote and come back. I am
going to ask you to stay on the panel because I have a few more
questions and I will yield to Senator Collins.

Senator COLLINS [presiding]. Thank you, Mr. Chairman.

Ms. Perrotta, I want to first thank you and echo the Chairman’s
praise of your courage in coming forward to talk about what has
been such a devastating experience for you. I was struck as I lis-
tened to you what a true believer you were in this company. That
you had such strong faith in the system and the company, in your
job, and you believed if you just worked really hard, which obvi-
ously you did, that you were going to be financially rewarded, but
here you sit before us financially devastated. I just want to tell you
that I am so sorry for what you have gone through. We have
learned from it and I think that we will come up with legislative
reforms.

I want to get a better sense of the culture in Enron that led the
employees to purchase so much of the stock on their own. I am not
talking about the Enron stock that the employer contributed. Was
there pressure to purchase Enron stock for your 401(k) plan? Did
you feel that if you did not, you would not be considered a team
player?

Ms. PERROTTA. Actually, there was not specific pressure by words
but there was by action, always touting how much they were mak-
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ing. Our company meetings, whether—we had employee meetings
two or three times a year. There were graphs. There was our top
executive saying that the company is doing very well, we are mak-
ing all this money. And when you walk out of there, you feel there
is your chance to make some money. The stock is doing so well. We
have certain options that we can buy it at a certain price. We were
given options throughout the year.

So you felt that what they were telling you was the truth be-
cause you believed in them. You really believed in them. Mr. Lay
has done so much for the community, has given so much to the
community, and we really trusted him and what he told us, that
is the truth.

The spirit among the whole Enron, you have to be there to un-
derstand the many years that people really—it is like one big,
happy family, and everybody was making money, was doing well,
and everybody was working hard. So when you have that atmos-
phere and your leader is telling you that, yes, this division is mak-
ing money, this division is making money, the majority of Ameri-
cans would invest in the stock.

Senator COLLINS. You must feel so deceived and so betrayed.

Ms. PERROTTA. Very much so.

Senator COLLINS. Did you have access to an impartial, outside in-
vestment advisor who would give you some advice on your 401(k)
plan?

Ms. PERROTTA. Actually, no, because after the years of diversity
we had, we were just starting all over again. So in the beginning,
we were just starting to put our money in, and then we were, in
fact, that was one of our main things, and after October, we started
seeing things just fall apart and we just sat there and just watched
it.

Senator COLLINS. If you had access to impartial experts with no
connection to the plan and to your company, do you think that
would have encouraged more diversification?

Ms. PERROTTA. Well, I did not diversify 100 percent, so I did di-
versify in other areas and that, with the stock the way it was, it
lost. But even so, the analysts were touting also how well Enron
was doing.

Senator COLLINS. That is a very good point.

Ms. PERROTTA. And so you are hearing analysts outside of Enron
and so you say, well, yes, it is doing good so might as well leave
it where it is.

Senator COLLINS. And that is a function of the many conflicts of
interest that taint this entire system, so I think you put your finger
on an important point.

You have helped us put a human face on this tragedy and on the
deception and I really thank you both for being here today.

We will take a temporary recess until Senator Lieberman re-
turns. Thank you.

[Recess.]

Chairman LIEBERMAN [presiding]. We will reconvene the hearing.
I apologize that we had to break the flow because we had to go to
vote on the Senate floor. I thank you for your understanding.

Mr. Miller, take a moment and I want to ask you to just develop
a little more one of the parts of your testimony which is actually
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quite different than the testimony from the Houston employees,
which is where we see such tremendous loyalty to the company
which was devastated by what happened. But in your case, your
folks in Portland felt, I gather, that the whole mood of the company
changed when Enron took over.

Mr. MILLER. Yes.

Chairman LIEBERMAN. Why don’t you talk about that a little bit.

Mr. MiLLER. Understand, Portland General Electric is a utility
that serves about 700,000 customers, around and in business since
1899 or 1900. It started as a railway company. A lot of employees
were third generation, that type of scenario. There was always
speculation they were going to be bought and sold by somebody
overseas, whatever. Anyway, but the loyalty of the employees—we
have had some bumps over the road over the years, a major strike
at one time, but that was 40 or 50 years ago. But the employees
always believed in the company and we have had some pretty good
CEOs who we worked with.

But the loyalty was never to any outside entity, it was always
to PGE proper, and when Enron came in and everybody looked
around and said—understand this is from a union point I am tak-
ing about, notoriety of a highly non-union company, etc., not a good
working relationship and all that kind of stuff, but over the years,
we did not actually deal with Enron at all. It was token visits, if
you will. Enron came in and took the expertise that PGE had in
order to expand their business, but other than that, that is what
it was.

But as far as the Enron proper, nobody paid them any real cre-
dence, but when the stock was converted over to the Enron stock
and PGE stock went from $26 to $36 to $44 to $80, split

Chairman LIEBERMAN. Right.

Mr. MILLER [continuing]. It was going right back up the ladder,
I am sitting there looking at 15 or 16 of our members that are over
$1.3 million. But everybody was starting to get skeptical, and I do
not know of anybody, anybody at all, that did not lose that had any
time with the company, say a 10-year—I am using as an example
a 10-year employee—that did not lose a minimum of $100,000.

Chairman LIEBERMAN. OK. It is a painful reality. Let me ask
you, Ms. Perrotta and Mr. Miller, if you have any response to this
that you heard from your members. Were you ever warned by the
company or urged by the company to diversify the stock holdings
in your 401(k)? In other words, one of the things in hindsight that
we look at and we say, gee, so many people are in the market
today, more than 60 percent of the American people have stock in
one way or another, and one of the fundamental rules seems to be
you spread out your holdings so if one goes down you balance with
others. Did the company ever give you advice to diversify.?

Ms. PERROTTA. They did not give us advice. I know we had some
other options. But knowing that the stock was doing well and ac-
cording to them that we were doing tremendously well, I think the
average American person said, well, I can make some money that
I have not had a chance to make before—put it into the stock.

Chairman LIEBERMAN. When you say you had options, in other
words, the company—a lot of employee plans give you a series of,
for instance, mutual funds or other funds that you could invest
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your money in in addition to or instead of in Enron stock, is that
what you mean?

Ms. PERROTTA. Well, yes, because I did not invest 100 percent.

Chairman LIEBERMAN. Right.

Ms. PERROTTA. But like I said, most people really did not—they
knew that that was the better investment at the time, I guess be-
lieved than what they thought other investments might be.

Chairman LIEBERMAN. Right. Let me ask this from both of you.
From your personal knowledge, do you know of any, either your-
selves or of any Enron employees, that when the notices about the
lockdown period came along, whether it began on October 19—I am
sorry, September 27, or whether it began, as the company says, on
October 19 or 29, do you know of any employees who went to any-
body in the company and said, the stock is sliding? This is a ter-
rible time to lock us in. Put it off.

Ms. PERROTTA. No, not that I know of. At my level, I would not
know who to go to, to be honest about that, but we trusted the
management and we trusted the fact that Mr. Lay came back. The
employees were ecstatic that he came back.

Chairman LIEBERMAN. Right.

Ms. PERROTTA. When he came back in August, he had a standing
ovation. Mr. Skilling had a cutthroat attitude in the company, so
when Mr. Lay came, it reinforced us.

Chairman LIEBERMAN. You were glad he was back?

Ms. PERROTTA. Yes, we were, and we were very glad he was
back, so we really thought things were going to turn around. So I,
personally, did not think the lockdown was going to be that effec-
tive. But then when I saw the stock drop, it was when everything
just fell apart, and then they declared their loss.

Chairman LIEBERMAN. Mr. Miller, do you know of specific cases
where employees in Portland, when they heard that the lockdown
was coming, went to the company and said, put it off?

Mr. MILLER. Yes. Sometimes we were the first call. Sometimes
we were the second call. These people in the divisions that I talked
about earlier, they were the ones that were calling and we had
more people than I talked to, of course, HR Portland General Elec-
tric.

Chairman LIEBERMAN. Right.

Mr. MILLER. And yes, they did go in there and said, we cannot
get into our accounts——

Chairman LIEBERMAN. HR is human resources?

Mr. MILLER. Yes.

Chairman LIEBERMAN. Cannot get into our accounts—and do you
know what the response was? Obviously, it did not change, but do
you

Mr. MILLER. A glitch in the software, hardware, we do not know.
I think it is important to note, though, especially that the Portland
General Electric employees were told, do not call Hewitt at all. You
go through us. We will do the contact. Do not call Enron. Do not
call the plan administrator. You will only deal through us.

Chairman LIEBERMAN. Right. Two of my colleagues have arrived
so I am just going to ask this last question and yield. Incidentally,
one of the things, the more I learn about the situation, that comes
out at me as a—we are all focused on the lockdown period, what-
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ever the time is, in the fall of last year while the stock was col-
lapsing. But there was inherently a lockdown that went on because
the company always matched the employees’ 401(k) contribution
with its own stock, as I understand it

Ms. PERROTTA. Yes.

Chairman LIEBERMAN [continuing]. And that stock vested after a
year, right, but then you could not sell it until you were 50.

Ms. PERROTTA. Yes.

Chairman LIEBERMAN. Now, that is a perpetual lockdown, pre-
suming somebody came to work at an earlier age. They are trapped
as the stock collapses and cannot do anything, and that is some-
thing the President’s proposal tries to deal with. I think he allows
too much time still. He allows 3 years after vesting, and then after
the 3 years, you can begin to diversify out of the company stock.
I think it ought to be shorter than that. As a matter of fact, once
it vests, I do not know why you should not be able to do with your
stock which you then own. Why should you—particularly as it is
dropping—not have the right to sell it.

Of course, the overall picture here—I am going to ask you a
tough question, Ms. Perrotta, and it is based on what you have said
about the attitude that employees had in Houston for the com-
pany—the overall picture that we have all had that infuriates us
is employees are locked into their stock. The stock value is drop-
ping. In the meantime, all along the way during last year, execu-
tives are selling stock at enormous profit.

But I want to ask you this question. Do you think that employees
at Enron, even if there had not been a lockdown, would have sold
their stock while it dropped in value? In other words, there was
such loyalty that the company built up among employees to the
company that I wonder whether folks just would have hung in
there. You keep hearing these promises, by Mr. Skilling first and
then Ken Lay afterward. It is going to go back. It is underpriced.
Hang on.

Ms. PERROTTA. I do not think after, when they declared their
loss, it actually showed that their—they understated their earn-
ings, that I do not think people would have kept it in. No, I do not
believe so.

Chairman LIEBERMAN. At that point, the lockdown really did
stop them from doing what they would have wanted to do?

Ms. PERROTTA. Right.

Chairman LIEBERMAN. Thanks very much. Senator Levin.

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. Thank you, Mr. Chairman. Thank you for calling
this hearing today. What we have seen at Enron is the deceptive
practices of management and auditors, tolerated by board mem-
bers, leading to the destruction and demise not just of a corpora-
tion, but of the retirement funds of employees and to the savings
and investments of stockholders.

This is an onion which has got a lot of layers. Each one has a
deeper stench than the one before and the Congress is going to get
to the core of this onion, as many months or years as it takes us
to try to prevent this from happening again. Hopefully, we will do
it in a way which will lead to changes in the way accountants keep
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books, the way tax havens are currently used, the way stock op-
tions are currently abused in ways which provide tremendous prof-
its, mainly to some corporate executives, while not being reflected
on the company’s books as an expense. We have a lot of work to
do.

There are a lot of reasons that the stock price was inflated artifi-
cially by the managers of this company, but one of the reasons that
the stock price was so important to these managers was because
of the stock options that they held. Those stock options not only
benefitted Enron officials individually but provided an enormous
tax deduction for Enron at the same time, helping to give an artifi-
cially rosy picture of Enron’s financial situation. I will be reintro-
ducing in the next few days, with Senator McCain, a bill which I
introduced 2 years ago, which did not pass, but which would re-
quire that stock options be deducted from earnings to the extent
that they are deducted for taxes. We could not get it passed a few
years ago. I think we have a lot better chance of getting it passed
today.

But today’s hearings are looking at the 401(k) problem, and I
want to spend a couple minutes on that and then ask a few ques-
tions.

There are two basic issues we face. One is the lockdown issue,
and it seems to me that is clear. It is unconscionable that employ-
ees cannot sell stock at the same time employers can sell their
stock, exercise options and sell stock. During this lockdown period,
it was the employees who could not sell stock and diversify. The
employers during this same period were selling their stock.

Now, if the lockdown period was necessary as some way of trans-
ferring agents or changing agents that run the account, why did
that same transfer period not apply to the employers? Why were
the complexities, if there were any, of changing agents, requiring
a period when transactions could not be completed, why did that
same problem not apply to the transfers and sales by the employ-
ers, as well? I have not heard an explanation of that, by the way,
at all.

I think we are all disgusted by what the management did here
in selling stock while they were touting it. Selling stock, while em-
ployees were unable to sell stock and were frozen and locked down.
But I have never heard the explanation from the new agents of the
fund as to how is it that they were able to make the bookkeeping
changes for the employers’ stock options and sales of stock when
they were allegedly unable to do so for the employees. That is one
issue. That is the lockdown issue. There are a lot of sub-issues to
that.

But the other issue is whether or not Congress should restrict
the percentage of a company’s stock which can go into a 401(k)
plan, and that is a different issue because that restricts choice.
There, it seems to me, we have got to think through the implica-
tions of restricting the choice of employees.

In the first problem, with the lockdown, we are simply saying we
want equal treatment. We do not want employees to be prevented
from doing something that employers can do. That is just a matter
of pure fairness. That is treating people equally, whether they are
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employees or employers. It seems to me that is a relatively easy
question, and that we should insist on that.

But when it comes to the question of setting a maximum limit
as to how much of a company’s stock an employee puts into his or
her 401(k), we have got a different issue. First, would that deter
companies from offering stock as a part of a 401(k)? The second
issue is that choice issue. Do we want to restrict employees’ choice?

I just have a few questions of the witnesses if I have any time
left.

Chairman LIEBERMAN. You do.

Senator LEVIN. I still have a green light. Were you given any ex-
planation by the management as to why you were not allowed to
transfer or sell stock during the lockdown period while they were?

Ms. PERROTTA. To be honest with you, I was not aware of that
until after the fact.

Senator LEVIN. After the fact, has any explanation been forth-
coming?

Ms. PERROTTA. No, not to my knowledge.

Senator LEVIN. Have either of you heard any explanation?

Mr. MiLLER. I have been through three different lockdowns with
different utilities, ranging from 2 weeks to 6 weeks, and it just
seems to be that is the way it is because one plan administrator
does not want to release the money any sooner than they have to
to give the control over to the other one. That is the best expla-
nation that I have ever been given.

Senator LEVIN. But why would that not apply the same way to
sales by management, that same argument? You have not heard
any explanation——

Mr. MILLER. No.

Senator LEVIN [continuing]. As to why, if that argument has
value

Mr. MILLER. No.

Senator LEVIN [continuing]. It does not apply equally to the man-
agement sales?

Mr. MILLER. No.

Senator LEVIN. I do not see how there is any justification off-
hand. It just seems to me to be a totally unfair and discriminatory
treatment of management actions and employee actions relative to
stock transfers.

I am wondering if you can give me just an opinion, if you have
it, about mandatory caps. Should Congress put a 20, 30, or 40 per-
cent limit as to how many shares of an employee’s company stock
can go into that 401(k) plan? Do you have any either technical or
just intuitive reaction to that question?

Ms. PERROTTA. I really do not. I guess it depends on the indi-
vidual. I really could not say exactly how much that we should be
limited to at this time, but I think if we had some kind of a policy
where we knew we were going to be insured by this if we lost, for
savings, then I do not think there should be a limit, maybe.

Senator LEVIN. OK, thank you. Mr. Miller, do you have any
thoughts on that?

Mr. MILLER. We questioned our members at several different
meetings about that and most of the members are of the opinion
they do not want to be told what they have to do. But I will say
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that with Portland General Electric and shortly with Pacific Power
and Light, Scottish Power, whoever you want to call them this
week, their contributions will not be in stock anymore. As of No-
vember 30, the PGE match is in cash. And shortly, Scottish Power
is going to that proviso. But I will tell you that people will turn
around and buy 25 or 50 percent portfolio in the company stock be-
cause of the trust.

Senator LEVIN. Do you believe that we ought to restrict the per-
centage that they can invest in that portfolio and still have a
401(k) option?

Mr. MILLER. Speaking as an individual, yes.

Senator LEVIN. That we should put a limit on it? That to be eligi-
ble for a 401(k) tax treatment, that you cannot buy more than a
certain percentage, invest more than a certain percentage of your
401(k) in your own company stock?

Mr. MILLER. If we are talking about the stock that is matched,
yes.

Senator LEVIN. OK. Have either of you either asked or heard of
any explanation for the switch of trustees and recordkeeping? Have
you heard of why that switch was made that resulted, allegedly, in
the lockdown, from one recordkeeper, one directed trustee to the
other?

Mr. MILLER. I can tell you what I was told.

Senator LEVIN. OK.

Mr. MILLER. There was a lot of ego-tripping going on and what
I was told was they have the authority to do it. They, like any
other company, they probably bid that out for administration pur-
poses. If you are prudent, you would bid that work out every couple
of years. But what I heard was that there was ego-tripping going
on and basically what happened is somebody walked down the hall
and said, you are out, you are in, have a nice day. That is what
I was told from management, for what credence it is worth.

Ms. PERROTTA. No, I did not.

Senator LEVIN. OK, thank you. Thank you very much, Mr. Chair-
man.

Chairman LIEBERMAN. Thanks, Senator Levin. Senator Voino-
vich.

OPENING STATEMENT OF SENATOR VOINOVICH

Senator VOINOVICH. I am sorry that I was not here to have an
opportunity to hear your testimony.

My main concern is the same question I will be asking all the
witnesses. You were victims of this situation. What changes do you
think need to be made to improve the situation? I have talked with
a lot of people with 401(k)’s, and in some cases where the employer
provides an employer share and it is in the company stock, there
is a provision that says you cannot do anything with it until you
have been with the company until you are 50 years of age. There
are other restrictions that are on it as well. But in terms of the
money that you invest in your own 401(k) in the company, most of
the companies say you can do what you want with that money. Put
it in the company if you want to or put it someplace else.

I would be interested in what three things you would do to
change the system, and I apologize if you are repeating yourself.
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Ms. PERROTTA. One of the things that I feel that we do need is
some type of insurance to protect our money that we invest in the
401(k) and the company, what they invest for our retirement funds.
We have insurance for our money in the savings account. Why can
we not have insurance to back up the money we have in our
401(k)? And I think the company should have that money in a se-
cured account in case something should happen like this again, and
also to change our bankruptcy laws if this should happen again.

Chairman LIEBERMAN. Ms. Perrotta, I do not want to lead you
as a witness, but why do you not repeat for Senator Voinovich what
you said about severance pay and your concern about it for the
Enron workers.

Ms. PERROTTA. Which we have not received any severance pay at
this time. We had—2 days before the bankruptcy, approximately
$105 million was paid to upper management for retention bonuses
or for whatever. Two days later, we filed for bankruptcy. We could
have possibly received $158 million to pay severance for people up
to approximately 26 weeks. Their severance package went from 1
week for every year you were there, 1 week for every $10,000 plus
your vacation pay. We received nothing. This is in their policy and
procedural manual. This has left everybody in a desperate situa-
tion, no insurance, no money.

They did give us, I guess I say a token of $4,500 when they went
to bankruptcy court, the people who left that day. With taxes and
everything, it came to maybe $3,000. And I feel that the bank-
ruptcy court, we should have a say in the court and we should have
a say that we should be entitled to the severance pay.

Senator VOINOVICH. I had the same thing in Cleveland with LTV
Steel that is in bankruptcy. The people that were running it gave
themselves golden parachutes.

Ms. PERROTTA. Exactly.

Senator VOINOVICH. They bailed out, took their money, and the
employees got stuck. What you are suggesting is to possibly look
at the bankruptcy laws that will not allow these people who have
been bad managers to take care of themselves and then ignore
their employees. I think that is a good suggestion.

Mr. Miller, do you have any other suggestions?

Mr. MILLER. Only that if an employer is to match their stock
with the employee savings plan, you need a 60-day to 90-day roll-
out.

Senator VOINOVICH. Pardon me?

Mr. MILLER. A 60 to 90-day rollout. I am issued the stock. I have
got to hang onto it for 90 days, or up to 120 days, not any 3- or
5-year stuff. What you need to be able to do is

Senator VOINOVICH. You are talking about stock that the
employer——

Mr. MILLER. Matches the employee.

Senator VOINOVICH. OK. That is their contribution?

Mr. MILLER. Right.

Senator VOINOVICH. And in this particular case, it was their
stoclf{ that they were giving you as part of their participation in the
401(k).

Mr. MILLER. True.

Senator VoINOVICH. OK.
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Mr. MILLER. The other one would be if it is an employee-em-
ployer, the employee should have the same rights as perhaps a
Taft-Hartley type of trust, to have participation on that plan to
make sure that the information they are getting as a worker, rep-
resenting that worker group, as a participant in that plan, that
they have access to information. It is a lot better than it would be
now because they have no information.

And the other type of request that I would ask for would be a
PBGC type of a guarantee, much as you have in your defined ben-
efit plan.

Chairman LIEBERMAN. A Pension Benefit Guarantee Corporation.

Mr. MiLLER. Correct. And as Deborah said, the order of priority
for bankruptcy, the worker is the last one in the food chain. They
need to be raised up there.

Senator VOINOVICH. Mr. Chairman, this is interesting. The rea-
son I was not here for the first part of the hearing, I was speaking
to the National Conference of Retirement Funds, the State funds.
The information that I got back from them is that they have had
very little input with the Securities and Exchange Commission and
they are very upset about it.

It seems to me that if we had more participation by the people
who are protecting the retirement funds for public employees, that
some of these changes would be more forthcoming. In my case in
Ohio, they lost $124 million, both pension funds, and somebody has
got to look out for their interests. I think that asking those organi-
zations for their input, Mr. Chairman, on what they think, because
they have got a little different attitude towards this thing than
some others, might be very, very helpful, I think, to deal with the
problems that you have encountered.

Ms. PERROTTA. Mr. Chairman, I just want to clarify one thing.
When I said $105 million, that was the amount of money they did
receive. But the first initial payment was $55 million and the other
amount was given at a later date.

Chairman LIEBERMAN. The $55 million was 2 days before the
bankruptcy?

Ms. PERROTTA. Right, and then the balance was given after.

Chairman LIEBERMAN. I must say, in all the avalanche of infor-
mation about the Enron collapse, that is one part of it that I had
not heard or not focused on, and it does add insult to injury.

Ms. PERROTTA. Yes.

Chairman LIEBERMAN. We are all focused on the fact that the ex-
ecutives of the company were selling stock while they were pump-
ing you up to buy more stock and stay in the plan, and then the
lockdown, and now what you are saying is that 2 days before the
bankruptcy, they essentially paid themselves, gave themselves
enormous severance and bonuses, and then went into bankruptcy,
which deprived the average workers at the company of their right
to severance.

Ms. PERROTTA. Exactly.

Chairman LIEBERMAN. Now you have got to wait in line in the
bankruptcy proceeding and you may well not get—you certainly
will not get dollar for dollar what you are entitled to. But in the
meantime, as Ms. Perrotta said to us in her testimony, colleagues,
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before you were here, she and her family are dealing with expenses
and difficulty in paying them.
Thanks, Senator VOINOVICH. Senator Cleland.

OPENING STATEMENT OF SENATOR CLELAND

Senator CLELAND. Thank you, Mr. Chairman. I sit on three com-
mittees looking into the Enron debacle and I feel a certain “Alice
in Wonderland” quality about all this. It gets curiouser and
curiouser every hearing I am in. Every time I hear about the ac-
tions of the leadership of Enron, it just makes my blood boil be-
cause of the callous way in which they regarded people who put
their trust in them. We now know that the Enron top 28 officers
ran off with about $1 billion worth of investments to their own ag-
grandizement, and at the same time freezing the ability of their
own employees to do the same.

It is amazing to me that this company has had such a dev-
astating impact on so many people. In my own State, I have run
across families who had investments in the 401(k) plan and they
put all of their investment in the 401(k) plan and they have them-
selves had to declare bankruptcy, and this is in a very wealthy, af-
fluent part of suburban Atlanta. The head of that household is now
sacking groceries at Kroger.

This collapse of this company has had a devastating effect on
people’s lives, particularly in my State, not only among Enron em-
ployees and the devastation of the 401(k) programs, but in terms
of teacher retirement programs and employee retirement programs
for the State of Georgia, where we have lost $127 million. We have
teachers out there, elderly teachers who have given their lives to
the State and to teaching, who now wonder whether they are going
to be taken care of or not.

So this is a very serious matter we are approaching here. I would
like to thank Mr. Joseph Szathmary for coming from Northern
Trust Retirement Consulting, which is a company headquartered in
Atlanta, and we hope you can give us some insight into some rec-
ommendations.

I am greatly disturbed by what has gone on at Enron, apparently
a company with a culture of corporate deception and fraud starting
at the top. The apparent actions of Ken Lay and Enron’s executives
placed retirement plans of all of their employees at risk. In the
wake of Enron’s bankruptcy and the precipitous drop in the value
of its stock to less than $1 now, many employees and former em-
ployees have watched their retirement savings evaporate.

All employees who contributed to Enron’s 401(k) plan held Enron
stock because Enron matched the employee’s contribution with
company stock. The company placed restrictions on the liquidity of
the Enron stock, locking down employer contributed stock until an
employee reached the age of 50. Many employees also placed por-
tions of their contributions to their 401(k) plan into Enron stock by
their choice because, based on the information available to them,
they felt the stock was a good buy, something we now know was
fraudulent at the time.

The problem here is not so much with the rules regulating 401(k)
plans but with the restrictions that companies placed on them, the
lack of investor education, and the risk involved in investing in the
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stock market itself. Employees in Enron had many of their assets
tied to the company with little or no guarantee.

In light of the tragic circumstances that Enron employees are
facing, I feel we need, Mr. Chairman, to take a look at limiting the
restrictions that a corporation can place on when and how often its
employees can change their investments. We need to make sure
that employees are well informed of the investment risk they are
taking and we need to ensure that they are also informed that the
401(k) or similar savings plan is the dessert in the retirement meal
and not the main course.

I feel employees should have a safe means of providing for their
retirement through an employer defined benefit plan and Social Se-
curity. Social Security has provided a wonderful safety net for
workers for more than 60 years. Many State retirement systems,
as I mentioned, like Georgia’s, lost money in the Enron debacle.
Fortunately, the total effect on Georgia’s retirement system was
minimal, but the collapse of Enron and its effects on investors cer-
tainly raises concerns about reforming Social Security itself.

Social Security is a guaranteed benefit that several generations
have been able to rely on, and in light of the dire circumstances
that a number of Enron employees are facing relative to the drastic
decline in the value of their pensions, I believe it is necessary that
we maintain and strengthen the solvency of Social Security. We
have learned the value of that program if we have learned nothing
else. Thank you, Mr. Chairman.

Chairman LIEBERMAN. Thank you, Senator Cleland. Senator
Durbin.

OPENING STATEMENT OF SENATOR DURBIN

Senator DURBIN. Thank you very much, Mr. Chairman. I appre-
ciate this hearing and I apologize to the two witnesses that I was
unable to be here to hear your testimony, but I have read your tes-
timony and I am glad that you are here to tell us your side of the
story. I am also glad to see my colleague and friend, Reverend
Jesse Jackson, who has really highlighted the abuse of Enron em-
ployees. Thank you for all that you have done on this.

I try to put this in some historical perspective. Congress for the
past 100 years has been there when we see a clear exploitation of
workers. If it was a sweatshop, we would come in and say, no, we
want a 40-hour work week. We made it a law. If people were being
abused, we would create a minimum wage. Now, this goes back
aways, but we did it. Safety in the workplace, we said you just can-
not leave it to businesses to make these decisions because, frankly,
if they make them, sometimes people are going to get hurt, so we
have got to have a safety net for workers. The same thing when
it comes to child labor ban, you name it. We have stepped in.

I think with this Enron example and how employees were treat-
ed across America, based on your testimony, there is another chal-
lenge for us. When it comes to pension security, will we step in and
say we do not provide a protection? If the government does not pro-
vide a protection, workers will be exploited. Exhibit No. 1, Enron.
Take a look at what happened there.

Mr. Miller, you really spelled it out so well in terms of your
workers. Eight employees with 188 years of cumulative service who
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lost $2.8 million, money that they had saved, scraped together for
the day when they would finally retire and enjoy a comfortable life,
all gone.

Mr. MILLER. Right.

Senator DURBIN. At the same time, the Powers Report, this anal-
ysis of Enron, has these outrageous stories of some of the officers
of Enron turning—one in particular turned a $25,000 investment
into a $4 million profit in a matter of weeks.

So here you have 188 years of cumulative loyal service to Enron
evaporating in 1 year, while at the top, they are pulling a fast one.
They are making money hand over fist. That is just fundamentally
unfair and unjust.

But the thing that I think really gets to me is something that
Reverend Jackson and I talked about on the phone the other day,
is the fact that when they knew they were headed into Chapter 11,
they started giving out these generous bonuses, retention bonuses,
to people at the top. When the merger with Dynegy was on the
way, Enron awarded $50 million in retention bonuses to 75 people.
This is early November. On November 30, 2 days before the bank-
ruptcy filing, Enron electronically transferred bonuses of $55 mil-
lion into 500 employee accounts.

From all that we can tell, this is legal. In the bankruptcy court,
this is legal. Now, if you or I were going to file personal bank-
ruptcy, the court would say, what have you done in the last few
months in anticipation of this bankruptcy? We may void it. We may
say you cannot have those transfers.

But when it comes to Chapter 11, the company can take dimin-
ished assets in a bankrupt corporation, give them away to the folks
at the top, and it is all just fine. And yet when it comes to your
severance pay, you did not get an electronic transfer. You got some
sort of a promise that it might happen in bankruptcy court. What
a contrast. For the officers, they automatically get the millions, no
questions asked. For the employees, get in line and hope that there
is something left over.

So the real bottom line question here is whether this whole con-
cept, this corporate culture that employees are just expendable—we
can use them for 188 years—these eight employees, cumulative
service, wipe them out, all their pension savings, give them a sev-
erance check but tell them to get in line with all the creditors for
Chapter 11.

I think Congress is learning a lesson here, but I think what the
stock market is telling us every day is that the American business
scene had better learn a lesson, too. This is unacceptable conduct.
If we have to pass laws to protect people, that has to be done, and
I hope that we have the skill and the nerve to do it in the weeks
ahead.

As I said at the outset, if this is about face time on television,
we are going to get plenty of it. But if we do not end up protecting
employees, changing the law so that people like those that are at
this table today and those friends and colleagues they represent
are protected, then we have wasted our time. Thank you for your
testimony.

Chairman LIEBERMAN. Thanks, Senator Durbin. Ms. Perrotta.
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Ms. PERROTTA. My colleagues wanted to mention something that
they think is important while we are here.

Chairman LIEBERMAN. Go ahead.

Ms. PERROTTA. That we were informed, we were told that, for in-
stance, there are two major people who are members of the Execu-
tive Committee. Just the two of them on that retention bonus re-
ceived $3 million.

Chairman LIEBERMAN. The Executive Committee of the company
overall?

Ms. PERROTTA. Yes, members of the Executive Committee. And
Ken Lay, now that he is retired, he gets $475,000 for life, and I
guess our question is, why could they not pay $150 million to the
people that were let go?

Chairman LIEBERMAN. It is a powerful question without a good
answer. [ think something else we have to say, which is obvious
to you but may not be generally, Enron has gone into bankruptcy
but it is still a functioning company——

Ms. PERROTTA. Yes, it is, and they still have assets——

Chairman LIEBERMAN [continuing]. With, what, 19,000 employ-
ees, and a lot of money passing through it. Why this company can-
not find a way to give severance to those of you who worked hard
for it and believed in it almost to a fault, really, pains me. When
you put that together with the granting of these retention bonuses,
taking care of themselves 2 days before bankruptcy, it makes their
behavior seem all the more callous and all the more conniving.

I urge you to just keep pushing forward and we are going to do
everything we can to give you redress, not just to protect others in
the future, but to see if we can help be advocates for you now as
you try to get, not just justice, but the means to take care of your
families.

Mr. Miller, last word.

Mr. MILLER. Can I ask a question of the Committee? I do not
know if that is proper or——

Chairman LIEBERMAN. It usually does not work that way.
[Laughter.]

Mr. MILLER. This is somewhat tongue in cheek, but really seri-
ous. I had the opportunity to talk to these Enron employees that
I had never met before yesterday.

Chairman LIEBERMAN. Yes.

Mr. MILLER. Could we have one-tenth of one percent of the $2
trillion defense budget for these people that got taken? That is just
a question.

Chairman LIEBERMAN. That is a good rhetorical question.
[Laughter.]

I think we will answer it as the appropriations process goes for-
ward. [Laughter.]

Thanks very much. We are going to go on to the next panel.

Senator VOINOVICH. Mr. Chairman, I would like permission to
have my statement inserted in the record.

Chairman LIEBERMAN. Yes, without objection, Senator Voinovich.

[The prepared statement of Senator Voinovich follows:]
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PREPARED STATEMENT OF SENATOR VOINOVICH

Good morning, Mr. Chairman, and please accept my apologies for being late. I
would like to express my appreciation to you for holding this second hearing in what
}Ebelieve will be a very informative series of hearings into what went wrong at

nron.

I have just returned from a speaking engagement before the National Conference
on Public Employee Retirement Systems, where we were sharing our mutual sup-
port for keeping public employee retirement pensions out of the Social Security sys-
tem. While most of the discussion centered on the impact the Social Security man-
date would bring to millions of state and local public employees and retirees if it
was enacted, about one quarter of my remarks focused on the misfortunes at Enron,
and the impact its bankruptcy has had on our public pension systems.

Mr. Chairman, in my state of Ohio, our public employee pensions have lost about
$127 million that was invested in Enron, and two of our funds are currently in-
volved in a lawsuit to get the money back. In the wake of the Enron debacle, I be-
lieve it is important for the public pension plans, as huge institutional investors,
to get involved in financial market oversight. We touched upon this issue briefly at
our January 24 hearing, and I hope this Committee will revisit investor involvement
in financial market oversight again soon.

It is my hope that the information this Committee gathers from these hearings
will allow for the development of real and productive changes; changes that can
ideally prevent another Enron debacle from happening again and, particularly,
avoid the kinds of financial hardships it has caused.

Today’s hearing focuses on one major aspect of the Enron collapse, and it is an
issue of extreme importance to virtually every American—the solvency of his or her
own retirement package. In this case, it is the virtual evaporation of 401(k) plans
for Enron employees.

As my colleagues know, 401(k) plans were created by Congress to encourage com-
panies to work with their employees to provide an established retirement account
enabling employees to set aside tax-deferred income for their retirement investment
purposes. For most enrollees, it will be a critical element of their overall retirement
nest egg.

While the inherent nature of 401(k)’s is risky, I doubt that most Americans who
are enrolled in 401(k) plans have given much thought to the possibility that the
money set aside in their plans could completely vanish before their eyes. That is,
until they heard what happened to the employees at Enron.

Over the past year, many Americans have suffered losses in their stock portfolios
and 401(k) investments as the stock market has steadily declined. However, few
have seen the kinds of losses in retirement savings as have occurred at Enron. Mr.
Chairman, I have genuine empathy for the employees of Enron. They have been
through a lot. Still, it is my hope that their experience serves as a wake-up call to
millions of Americans to pay careful attention to their investments and how invest-
ments are made on their behalf.

In fact, that’s already occurring. As a result of Enron’s collapse, there are numer-
ous concerns about the viability of 401(k) plans being expressed by plan participants
nationwide. In Congress, various legislative proposals have surfaced to prevent fu-
ture retirement savings accounts from losing their assets in such a fashion as hap-
pened at Enron. Considering the potential consequences of acting to regulate indi-
vidual’s retirement savings, I think we should give careful consideration to each one
of these proposals before we proceed.

Such consideration, in my view, was evidenced in the working group convened by
President Bush to examine whether the current regulation of retirement plans is
adequate, and whether and how much individuals should diversify their 401(k) re-
tirement investments.

Last Friday, the President released the findings of this working group and rec-
ommended several key pension protections for employees. I am encouraged that
these protections will help shore-up employee confidence in 401(k) plans.

Mr. Chairman, I would like to extend my thanks to today’s witnesses—both the
employees at Enron who have suffered severe personal losses as a result of this
bankruptcy, and the administrative groups responsible for the operations of the re-
tirement plans—to discuss how all of this could have happened. I believe hearing
their experiences today will be a real service to the American people. In fact, I think
one of the most important lessons Americans can learn from Enron—and from these
hearings—is that, as investors, it is incumbent upon each of us to pay close atten-
tion to our investments.

The public’s confidence in our Nation’s retirement planning system has been shak-
en, and we need to restore that public confidence in both the financial markets and
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the government regulatory framework. That said, we should not throw the baby out
with the bath water; reforms must not discourage future investment sin 401(k)
plans. People must continue to save and invest for retirement. I view the President’s
recommendations as an excellent start in that direction, and it is my hope that the
Committee will give serious consideration to actively pursuing his proposals.

Thank you Mr. Chairman.

Chairman LIEBERMAN. We are going to call Catheryn Graham,
Cindy Olson, Mikie Rath, and Joseph Szathmary. I would ask you,
as you come to the table, to please stand and raise your right
hands.

If you would raise your right hands, please, and respond. Do you
swear that the testimony you are about to give to this Committee
today is the truth, the whole truth, and nothing but the truth, so
help you, God?

Ms. OLSON. Yes.

Ms. RATH. I do.

Mr. SZATHMARY. I do.

Ms. GrRAHAM. I do.

Chairman LIEBERMAN. Please be seated. The record will show
that the witnesses have responded in the affirmative to the ques-
tion.

Let us start with you, Ms. Olson, Executive Vice President,
Human Resources, Employee Relations and Building Services of
the Enron Corporation. We thank all of you for coming. You are im-
portant parts of the story here and what you testify to will help
Congress deal with this in a constructive and thoughtful way. Ms.
Olson.

TESTIMONY OF CINDY OLSON, EXECUTIVE VICE PRESIDENT,
HUMAN RESOURCES, EMPLOYEE RELATIONS AND BUILDING
SERVICES, ENRON CORPORATION

Ms. OLSON. Good morning. My name is Cindy Olson and I am
the Executive Vice President responsible for human resources and
community relations for Enron. I am here to respond to questions
concerning the impact of recent events on the 20,000-plus partici-
pants of our benefit plans.

I do not feel, however, that I am able to address the bigger issue
of how it came to pass that our company fell so far so fast. One
internal report has just been released and I know that this Com-
mittee, other Congressional committees, other government inves-
tigations, and ultimately the courts will continue to investigate
what went wrong at Enron. I hope to help the Committee assess
the consequences of Enron’s demise for our employees and retirees
and their families.

With me today is Mikie Rath, the manager of our benefits area.
I hope we can show you that the people who ran the benefits plan
did the best they could with a difficult situation.

At Enron, we gave our plan participants many choices for their
investment decisions. The 401(k) plan offered participants 20 dif-
ferent investment options for their retirement savings. Mr. Chair-
man, I hope that my participation in this hearing and your inves-
tigation helps the Congress as you consider legislation that can cre-
ate better ways to protect the retirement plans of workers. Such
legislation perhaps could promote diversification, facilitate compa-
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nies’ ability to provide better investment advice, or include appro-
priate steps that experts suggest.

I will be happy to answer any questions you have. Thank you.

Chairman LIEBERMAN. Thanks, Ms. Olson. Now we will go to Ms.
Rath.

Ms. RATH. Good morning.

Chairman LIEBERMAN. Just by way of a description, you are a
Benefits Manager at Enron Corporation.

TESTIMONY OF MIKIE RATH, BENEFITS MANAGER, ENRON
CORPORATION

Ms. RATH. That is correct. My name is Mikie Rath and I am the
Benefits Manager at Enron. Like Ms. Olson, I am appearing here
voluntarily this morning to answer your questions concerning
Enron’s tax qualified retirement plans. As a person with the day-
to-day responsibility for administering Enron’s benefit plans, I hope
to explain the structure of our plan and the events surrounding
Enron’s transition from Northern Trust to Hewitt. As to the cir-
cumstances that led to Enron’s downfall, my knowledge is limited
to what I have heard reported in the press.

Enron’s 401(k) plan offers a menu of 20 investment options, in-
cluding a diverse selection of mutual funds, a Schwab account that
functions in many respects like a self-directed brokerage account,
as well as Enron stock. Enron also enhanced its employees’ con-
tributions with a matching benefit in company stock. This benefit
was added to the program in 1998.

Participants are free to trade the investments they select in their
401(k) accounts on a daily basis, including the Enron stock. How-
ever, like many companies that provide matching contributions,
Enron’s plan design restricted participants from trading the com-
pany’s matching stock contributions until they reached age 50.

Enron sought good service providers for its benefit plan partici-
pants. After Enron outsourced its benefits services in 2000, it be-
came clear that Northern Trust had difficulty providing the level
of service demanded by Enron’s employees. In January 2001, Enron
began searching for a new benefits administrator, and after a re-
quest for proposal process, we selected Hewitt in May 2001.

When large companies change 401(k) service providers, a tem-
porary suspension of trading in the plan is typically needed in
order to allow account information to be reconciled by the old ad-
ministrator and then accurately transferred to the new administra-
tion’s computer system. This temporary suspension, which has
sometimes been referred to as a lockdown or a transition period,
can take several weeks.

In Enron’s case, Enron, Northern Trust, and Hewitt worked to-
gether to shorten that time period as much as possible without sac-
rificing the integrity of participants’ accounts. Ultimately, the trad-
ing suspension encompassed 11 trading days, from October 29 to
November 13, 2001. Enron mailed a brochure to all participants
some 3 weeks before the trading suspension explaining the transi-
tion period and notifying all participants of the temporary suspen-
sion. Enron employees with E-mail accounts received additional re-
minders in the days that led up to the transition.
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Unfortunately, as the Committee is no doubt aware, the com-
mencement of the transition period coincided with certain bad news
about the state of Enron’s finances. We considered postponing the
transition, but found it was not feasible to notify more than 20,000
participants in a timely fashion. As the Enron news continued to
break, we and the plan’s Administrative Committee again consid-
ered stopping the transition. However, in addition to the problem
of notifying participants, it would actually have taken longer to re-
verse the transition than to finish it. Ultimately, we worked with
Hewitt to shave 1 week off the transition period and we imple-
mented a process for notifying participants of the early resumption
of trading.

I hope my testimony can be helpful to you and I will be happy
to answer any questions.

Chairman LIEBERMAN. Thanks, Ms. Rath. We will come back to
you with questions. Obviously, you have added some new informa-
tion here in regard to the consideration of the postponement of the
lockdown period and I know we would like to ask you about what
the circumstances were and why you chose not to do it.

Mr. Szathmary is an associate with Northern Trust Retirement
Consulting. Thanks for being here.

TESTIMONY OF JOSEPH P. SZATHMARY,! ASSOCIATE,
NORTHERN TRUST RETIREMENT CONSULTING, LLC

Mr. SZATHMARY. Good morning, Mr. Chairman and Members of
the Committee. My name is Joseph Szathmary and I am an asso-
ciate at Northern Trust Retirement Consulting. In that position, I
was in charge of client relations for the Enron Corporation account
with NTRC.

I am a native of Brooklyn, New York, and a graduate of the
State University of New York at Oneonta. I have worked in the re-
tirement plan services industry for 20 years. In 1992, I moved to
Atlanta, Georgia, and began working for NTRC in 1999. I appre-
ciate the opportunity to explain to you the administrative services
provided to Enron by NTRC.

NTRC offers a variety of services to assist retirement plan spon-
sors in administering their programs. Headquartered in Atlanta,
Georgia, the company employs approximately 600 people. From Oc-
tober 1993 until November 1, 2001, NTRC acted as the record-
kleeper of the Enron 401(k) and several other Enron retirement
plans.

Pursuant to the Enron 401(k) services agreement, NTRC agreed
to perform certain ministerial and recordkeeping functions for
Enron and the Enron 401(k) Administrative Committee, an entity
comprised entirely of Enron personnel. The services agreement pro-
vided that the duties and responsibilities assigned to NTRC were
to be performed within a framework of policies, interpretations,
rules, practices, and procedures established by Enron and the
Enron Administrative Committee. The services agreement did not
give NTRC any discretion with regard to the management of the
Enron 401(k) or the management, investment, or disposition of
plan assets. More specifically, as recordkeeper, NTRC did not es-

1The prepared statement of Mr. Szathmary appears in the Appendix on page 99.
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tablish the terms and conditions of the Enron 401(k), including in-
vestment options.

In July 2001, Enron formally informed NTRC that it had decided
to transfer their recordkeeping services for its 401(k) to Hewitt As-
sociates. Enron informed NTRC that it would terminate the serv-
ices provided by NTRC effective October 1, 2001. In August 2001,
Enron changed that date to November 1, 2001.

As is customary, Enron in its capacity as the plan sponsor and
Hewitt Associates in its capacity as the incoming recordkeeper de-
signed and directed a plan for transition. NTRC did not set the
conversion date or the timetable for the conversion of the record-
keeping and administration of the Enron plan.

On October 25, 2001, Enron telephoned me to inquire about
NTRC’s ability to further delay the conversion and requested a
January 1, 2002, transfer date. I said that NTRC could further
delay the conversion period, but the January 1 date could present
problems because of year-end processing demands. I suggested that
a March 31, 2002, conversion date would be preferable. Later the
same day, Enron notified me that the Enron Administrative Com-
mittee had decided that the transition would take place on Novem-
ber 1, as previously planned.

It is standard industry practice for daily valued plans to suspend
participant activity, including investment choices, during part of
the period of transition from one service provider to another in
order to ensure that participant records are properly reconciled.
The length of time of suspension periods varies depending on the
complexity and size of the plan.

The suspension period, plan, and timetable applicable to the
Enron 401(k) were proposed by the successor recordkeeper, Hewitt
Associates, and subsequently approved by the Enron Administra-
tive Committee. NTRC did not set or control the suspension period
applicable to the Enron 401(k).

The suspension period of the Enron 401(k) began on October 29,
2001. This was the first business day in which the participants in
the plan were unable to transfer balances into or out of the various
investment options. As discussed, Hewitt Associates became the
recordkeeper on November 1, 2001. I understand that Hewitt Asso-
ciates restored the participants’ ability to transfer plan balances on
November 13, 2001.

Finally, I would like to stress that NTRC performed all of its du-
ties properly, professionally, and responsibly. NTRC fully complied
with all of its obligations in connection with its administration of
the Enron 401(k) and the transition of the recordkeeping services
for that plan.

Again, Mr. Chairman an